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TAGS: EFIN, JA 

SUBJECT: BOJ IMPOSES RESERVE REQUIREMENT OF BANKS' FOREIGN 
LIABILITIES 

1 . SUMMARY: BANK OF JAPAN (BOJ) ANNOUNCED MAY 24 IMPOSI- 
TION OF 0.25 PERCENT RESERVE REQUIREMENT ON AUTHORIZED FOREIGN 
EXCHANGE BANKS’ FOREIGN LIABILITIES, EFFECTIVE JUNE 1. END SUMMARY. 

2. ON MAY 24, BOJ POLICY BOARD DECIDED TO INSTITUTE 
RESERVE REQUIREMENTS ON FOREIGN CURRENCY LIABILITIES OF 
AUTHORIZED FOREIGN EXCHANGE BANKS. FOLLOWING IS INFORMAL TRANSLATION 
OF BOJ POLICY BOARD PRESS RELEASE: BEGIN TEXT. SUBJ: INSTITUTION 

OF RESERVE REQUIREMENTS ON OUTSTANDING FOREIGN CURREN Y 
DEPOSITS, ETC. AND ON FREE YEN LIABILITIES TO NON- 
RESIDENTS. BEGIN BODY OF TEXT: EFFECTIVE JUNE 1, THE BOJ 
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DECIDED TO INSTITUTE A 0.25 PERCENT RESERVE REQUIREMENT 
ON BANKS' FOREIGN CURRENCY DEPOSITS, ETC. AND NON- 
RESIDENT FREE YEN LIABILITIES. END TEXT. 

3. FOLLOWING IS INFORMAL TRANSLATION OF ADDITIONAL 
EXPLANATORY STATEMENT RELEASED CONCURRENTLY BY THE BOJ. 

BEGIN TEXT. SUBJECT: INSTITUTION OF RESERVE REQUIREMENT 
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ON FOREIGN CURRENCY LIABILITIES, ETC. MAY 1977. BEGIN 
BODY OF TEXT: WITH A VIEW TO ACHIEVING, AS MUCH AS 
POSSIBLE, EQUAL TREATEMENT OF FOREIGN CURRENCY FINANCING 
AND YEN FINANCING IN MONETARY POLICY, THE MINISTER OF 
FINANCE IN NOVEMBER LAST YEAR DESIGNATED FOREIGN CURRENCY 
LIABILITY ACCOUNTS TO BE SUBJECT TO THE RESERVE DEPOSIT 
REQUIREMENT SYSTEM. THAT NOTICE WAS DESIGNED TO PROVIDE THE 
INSTITUTIONAL FRAMEWORK FOR POLICY. HALF A YEAR HAS NOW PASSED, 
AND THE BOJ OBSERVES THAT FINANCIAL INSTITUTIONS HAVE DEEPENED 
THEIR UNDERSTANDING OF THE (NEW) SYSTEM AND ADJUSTMENT OF THEIR 
BUSINESS OPERATIONS (TO THE NEW PROGRAM) HAS PROGRESSED. 

UNDER THESE CIRCUMSTANCES, THE BOJ DECIDED TO INSTITUTE 
RESERVE REQUIREMENTS ON BANKS' FOREIGN CURRENCY LIABILITIES 
AND ALSO TO INSTITUTE RESERVE REQUIREMENTS ON FREE YEN 
LIABILITIES, IN ORDER THAT THEY BE TREATED THE SAME AS 
FOREIGN CURRENCY LIABILITIES. IT IS ESTIMATED THAT FUND 
ABSORPTION (FROM THE PRIVATE MONEY MARKET) AS A RESULT OF 
IMPOSITION OF THE PROGRAM UNDER DISCUSSION WILL BE AROUND 
YEN 20 BIL (ABOUT $70-75 MIL AT CURRRENT EXCHANGE RATES) 

WHICH THE BOJ CONSIDERS WILL NOT AFFECT THE BASIC TREND 
OF CURRENT FINANCIAL CONDITIONS. END TEXT. 

4. COMMENT: CONSIDERED COMMENT AND ANALYSIS WILL 
FOLLOW. OBVIOUSLY, INITIAL RESERVE REQUIREMENT IS SO 
LOW AS TO HAVE MINIMAL IMPACT ON TRADE AND FINNCING 
PATTERNS. REAL IMPACT OF MOVE ON FOREIGN EXCHANGE BANKS 
WILL DEPEND ON EXTENT AND NATURE OF FUTURE MEASURES OF 
LIBERALIZATION AFFECTING THEIR OPERATIONS, WHICH, 

ACCORDING TO PRESS REPORTS, HAVE ALREADY BEEN DECIDED BUT 
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ARE NOT ANNOUNCED. WE UNDERSTAND THAT RESERVE DEPOSIT IS 
TO BE IN YEN, NOT RPT NOT FOREIGN CURRENCY. 

SHOESMITH 
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